IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

W LLI AM A. GRAHAM COVPANY : Cl VIL ACTI ON
. :
THOVAS P. HAUGHEY, et al. NO. 05-612
MEMORANDUM
Bartl e, C. J. November 21, 2006

Plaintiff WIliam A G aham Conpany ("G ahant'), an
i nsurance brokerage firm filed this action agai nst defendants
Thomas P. Haughey ("Haughey"), a forner enployee of G aham and
USI Mdatlantic, Inc. ("USI"), an insurance brokerage firm and
Haughey's current enployer. Plaintiff alleged that defendants
infringed Gaham s copyrights in its "Standard Survey and
Anal ysis" and "Standard Proposal ."* After trial, the jury
returned a verdict in Gahanmis favor on its copyri ght
i nfringenent cl aimand awarded danmages in the anount of
$16, 561, 230 agai nst defendant USI and $2, 297, 397 agai nst
def endant Haughey. Now pending before the court are: (1)
def endants' renewed notion for judgnment as a matter of |aw under
Rul e 50(b) of the Federal Rules of Cvil Procedure, or, in the

alternative, for a newtrial under Rule 59; (2) plaintiff's

1. Plaintiff also included in its conplaint a claimfor breach
of contract agai nst defendant Haughey. Plaintiff alleged that he
violated certain restrictive covenants in his enpl oynent

agreenent with G aham Plaintiff withdrew the claimduring
trial.



notion for pre-judgnment interest; and (3) plaintiff's notion for
post -j udgnent interest.
l.
I n considering defendant's notion for judgnment as a
matter of law, the court nust view the evidence, along with al

i nferences therefrom in the |ight nost favorable to the verdict

wi nner, in this case, the plaintiff. Al exander v. Univ. of

Pittsburgh Med. Cnt. Sys., 185 F.3d 141, 145 (3d Gr. 1999).

Graham as an insurance brokerage firm provides
property and casualty insurance services to businesses. Wen
soliciting a prospective client, Gahamtypically prepares a risk

managenent study, called a "survey and analysis,” which eval uates
the prospective client's insurance needs. |If after receiving the
i ndi vi dual i zed survey and analysis a client wi shes to proceed
further, a witten proposal is prepared. The proposal contains
coverage recommendations for the client as well as the cost of
t he reconmended i nsurance. |If acceptable to the client, G aham
then places the client with an insurance conpany or conpanies
which will actually wite the insurance. G ahamreceives
commi ssions fromthe insurance conpani es which issue the
pol i ci es.

Grahanmi s producers incorporate | anguage fromits
Standard Survey and Analysis and its Standard Proposal

(collectively the "Wrks") into the individualized survey and

anal ysis and proposal prepared for each client. The allegations



in this case stemfromthe use and copyi ng of the Wrks by the
def endants in connection with their business activities.

The Wbrks, which consist of hundreds of pages contai ned
in two binders, are derived froma docunent G aham devel oped in
the 1980's, which it called the Standard Paragraphs. G aham
enpl oyees used the | anguage in the Standard Paragraphs to prepare
surveys and anal yses and proposals. At that tinme, G aham
typically prepared one to two proposals each nonth for new
clients. The proposals created fromthe Standard Paragraphs and
delivered to clients did not contain any copyright notice, and
Graham di d not inpose any contractual limtation on the client's
use of the proposal. 1In 1990, some of the |anguage in the
St andard Par agraphs was conbined with new material to create the
Wrks. It was at this tinme that Gahamfirst affixed copyright
noti ces and began to place copyright notices on individualized
proposal s prepared for and distributed to clients.

On February 21, 1995, Grahamfiled two applications
with the United States Copyright O fice to register copyrights in
certain portions of the Wirks. Wiile the entire Wrks were
attached to the applications, Gahamtold the Copyright Ofice
that it did not claima copyright in that part of the materi al
which it highlighted in green. This highlighted material was
descri bed by Graham as "created and published prior to March 1
1989, without notice of copyright, and is therefore in the public
domain." Grahamonly clainmed a copyright in revisions of the

Wor ks which were nade in the years 1990 through 1994 and which
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were published, it said, on Decenber 13, 1994. Such revisions
were highlighted in purple, pink, blue, yellow, and brown, each
color representing the specific year in which the revision was
made. I n both applications G aham described the col or-coded
versions of the Works in which it was claimng copyright as
"consist[ing] of editorial revisions and nodifications to the
original work of authorship (highlighted in green).™

On March 30, 1995, the copyright exam ner inforned
Grahani s counsel that registration of the Wrks was bei ng del ayed
because it was unclear in which portions G aham w shed to
regi ster copyrights. G ahamsubmtted a revised application for
t he Standard Proposal on Decenber 19, 1995, stating that it
desired to register a copyright in the "new and revised text."
Subsequently, the Copyright Ofice issued two certificates of
regi stration, effective February 21, 1995, for those portions of
the Works in which copyright was clained. On Cctober 23, 2000,
Graham filed two applications for supplenmentary registration of
the Works with the Copyright Ofice. 1In these applications,
Grahamidentified what it characterized as errors in the original
1995 registration applications. The Copyright O fice issued two
suppl ementary certificates of registration for the Wrks,
ef fective Cctober 25, 2000, based upon G aham s suppl enentary
appl i cati ons.

From January, 1985 through Septenber, 1991, defendant
Thomas Haughey worked for G aham as a producer. During Haughey's

enpl oynmrent with Graham he was one of eight enpl oyees who were
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gi ven copi es of the Wrks, and he used themextensively in his
work with clients. On Septenber 11, 1991, G aham and Haughey
entered into an agreenent to term nate Haughey's enploynment. It
i ncluded a provision that Haughey "reaffirns his continuing
obligation, to abide by the ternms, conditions and restrictions of
t he provisions of Paragraphs 3, 4 and 5 of the [1989 Enpl oynent
Agreenent]." These paragraphs prohibited Haughey from di scl osing
conpany information and retaining conpany docunents after
term nation.

Upon | eavi ng Graham Haughey went to work at anot her
i nsurance brokerage firm Flanigan, O Hara, Gentry & Associ ates
("FOG'). Haughey took with himto FOG a set of the binders
containing the Wrks. At FOG Haughey copi ed | anguage fromthe
Wrks in preparing witten proposals for newclients. At sone
point in 1994 or 1995, FOG hired a tenporary enpl oyee for the
specific task of typing the |anguage of the Works into its
conput er system Paper copies were also distributed to enpl oyees
at FOG In March, 1995, USI Hol dings acquired and nerged with
two other entities to create USI Mdatlantic, Inc., the corporate
defendant in this case. The Wrks were avail able to and used by
USI enpl oyees. Defendants admt to incorporating portions of the
Wrks into over 850 witten proposals prepared for 315 clients.
Graham | earned of the copying in Novenber, 2004, when it received
a proposal froma client of the defendants while attenpting to
solicit that client's business. Gahamfiled this action for

copyright infringement on February 8, 2005.
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After a five day trial and after denying the
defendant's notion for judgnent as a matter of |aw, the court
submtted special interrogatories to the jury. The first
interrogatory asked: "Has plaintiff WIliam A G aham Conpany
proven, by a preponderance of the evidence, that defendants USI
M dAtl antic, Inc. and Thomas P. Haughey infringed any copyri ght
plaintiff has in either the Standard Survey and Anal ysis or the
St andard Proposal ?* The jury answered "yes." The second
interrogatory asked: "Prior to February 9, 2002, should
plaintiff have discovered, with the exercise of reasonable
di ligence, that defendants were infringing its copyrights?" The
jury responded "no." The final interrogatory dealt w th damages:
"What is the total amount of each defendant's profits
attributable to the infringenent, if any, that each defendant
earned?" The jury found that defendant USI had earned
$16,561,230 in profits attributable to the infringenment and that
def endant Haughey had earned $2, 297,397 in such profits. Based
on the jury's answers to these Special Interrogatories, the court
entered judgnent in favor of G aham and agai nst the defendants in
t hese anounts.

1.

Def endants, in support of their renewed notion for
judgnment as a matter of |aw under Rule 50(b), argue that the
evidence is insufficient to support the jury's verdict of
infringenment. |In particular, defendants maintain that G aham

failed to produce adequate evidence to prove that the Wrks
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qual ify for copyright protection as derivative works and that
plaintiff failed to neet its burden to prove a legally sufficient
causal connection between any copyright infringenment and the
defendants' indirect profits found by the jury.

Rul e 50 provides that judgnent as a matter of |aw
shoul d be granted if there is "no legally sufficient evidentiary
basis for a jury to find for the party on that issue.” Fed. R
Cv. P. 50(a). "Although judgnment as a matter of |aw should be

granted sparingly, a scintilla of evidence is not enough to

sustain a verdict of liability." Lightning Lube, Inc. v. Wtco
Corp., 4 F.3d 1153, 1166 (3d Cir. 1993) (citation omtted). "In

determ ni ng whether the evidence is sufficient to sustain
liability, the court may not wei gh the evidence, determ ne the
credibility of the witnesses, or substitute its version of the
facts for the jury's version.” 1d. (citation omtted).
A
Def endants first contend that they are entitled to

judgnment as a matter of |aw under Rule 50(b) because G aham
failed to produce sufficient evidence to prove that the Wrks
qualify for copyright protection as derivative works. A
derivative work is "a work based on one or nore preexisting works

A work consisting of editorial revisions, annotations,
el aborations, or other nodifications which, as a whole, represent
an original work of authorship, is a 'derivative work.'" 17

U S C § 101.



To be eligible for copyright protection, a work nust
not have been previously released into the public domain. As a
general rule, material that was publicly distributed w thout
notice of copyright prior to March 1, 1989 has entered the public
domain. 17 U.S.C. 8§ 405(a). G aham does not dispute that
bet ween 1984 and March 1, 1989, it sent out to clients and
prospective clients, without notice of copyright, various surveys
and anal yses and proposal s using | anguage fromthe Standard
Par agr aphs, which as noted above served as the precursor to the
Wrks. Wien Graham published the | anguage in this way, it

injected it into the public domain. WIliamA. G aham Co. V.

Haughey, 430 F. Supp. 2d 458, 471 (E.D. Pa. 2006).
Graham mai ntai ns that those portions of the Wrks that
did not enter into the public domain qualify for copyright
protection as a derivative work. A derivative work is entitled
to copyright protection only to the extent that it includes the
aut hor's subsequent contributions and is distinguishable fromthe
preexisting material contained in the work. 17 U. S.C. § 103(b).
This originality requirenment means that for G ahamto prevail in
proving that the Wrks were validly copyrighted as derivative
wor ks, it must show that they contain sonme "distinguishable
variation[s]" fromthe material that entered the public domain.

Dam Thi ngs from Denmark v. Russ Berrie & Co., Inc., 290 F.3d 548,

564 (3d Gir. 2002) (citations omtted). Additionally, "to
determ ne whether one work is a derivative of another, the [fact

finder] nust actually conpare the works at issue.” |d. at 566.
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Def endants assert that in order for the jury to nake
the requi site conpari son, G aham needed to introduce into
evi dence copies of the pre-1989 versions of the Wrks. G aham
admttedly did not retain copies of all prior versions. As a
result, defendants contend that G aham could not neet its burden
of showi ng that the Wrks include distinguishable variations from
the material in the public domain. W disagree. The court
charged the jury without objection that: "Copyright protection
will extend to the derivative work so long as it contains
di stingui shabl e variations fromthe | anguage in the public donain
that are nore than nerely trivial."” Jury Instructions, at f 53
(enmphasis added). Simlarly, in our ruling on the parties
cross-notions for summary judgnent, we explained that there was a
genui ne issue of material fact as to whether the Wrks were
subj ect to copyright as a derivative work: "[The question of
whet her di sti ngui shabl e variations exist] cannot be answered at
this time because we do not have access to the [anguage that was
pl aced in the public domain, that is, the client proposals
distributed prior to March 1, 1989, for conparison with the
material in the Wrks, revised in the 1990's." Gaham 430 F
Supp. 2d at 471-72 (enphasis added).

The prior | anguage needed for conparison with the
copyrighted Wirks is not the past versions of the Works in their
entirety, but, instead, only the |anguage fromthe previous
versions that has entered the public domain. Thus, to the extent

that there were earlier drafts or parts of drafts of the Wrks

-9-



that remai ned i n-house at G aham and were not included in any of
Grahani s proposals sent to clients, they never entered the public
domain and are irrelevant for present purposes. There is no
reason to believe, and certainly defendants do not contend, that
any | anguage fromthe early versions of the Wrks entered the
publ i ¢ domai n through any ot her neans than through G aham s
surveys and anal yses and proposals to clients.

By conparing the | anguage in the client proposals
distributed prior to March 1, 1989 with the | anguage in the Wrks
as they were copyrighted in the 1990's, the jury would have the
i nformati on necessary to nake the conparison required by Dam
Things. 1In fact, this is precisely the evidence that G aham
i ntroduced. Graham vice-president Margaret Jones testified as to
which material in the Wirks was sent to clients prior to March 1,
1989 and whi ch was not, and she prepared a spreadsheet which
sumari zed this information. According to Ms. Jones' conpari son,
which the jury was entitled to credit, half or nore of the
| anguage in the Wrks had not previously been injected into the
public domain. The jury had before it as evidence the
copyrighted Wrks, M. Jones' spreadsheet, a conparison book that
cont ai ned copi es of the actual |anguage from pre-March 1, 1989
proposal s that were sent to clients, and all of the underlying
pre-March 1, 1989 proposals in their entirety. The jury could
and did find fromthis evidence that defendants engaged in
infringenent, that is, that the Wrks as presented to the

Copyright O fice contained sufficiently distinguishable
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vari ations fromthe | anguage in the public domain that the Wrks
qualified for copyright protection as a derivative worKk.

Nor are we persuaded by defendants' additional argunent
that the Wirks are not entitled to copyright protection because
they contain standard insurance industry term nology. Defendants
rai sed the same argunent with respect to certain sections
(entitled "Coverage Specifications") of the Standard Proposal in
their notion for sunmary judgnent. G aham 430 F. Supp. 2d at
465. An arrangenent of information, such as the Wrks, that was
created independently by the author and "possesses at | east sone
m ni mal degree of creativity,” can be copyrighted as a

conpilation. Feist Publications, Inc. v. Rural Tel. Serv. Co.,

Inc., 499 U. S. 340 at 345 (1991). The jury was instructed that
"Awrk that is entirely a collection of unoriginal material,
such as facts, neverthel ess may be copyrighted if the material is
sel ected, coordinated or arranged in an original fashion.”™ Jury
Instructions § 47. Gven the low threshold of originality under
Feist, there was certainly enough evidence fromwhich the jury
could find that the Wrks were original conpilations and that
def endant s copi ed extensively fromthem

Accordingly, we will deny the defendants' notion for
j udgnment under Rule 50(b) to the extent the notion is predicated
on the ground that the Wrks do not qualify for copyright

protection.

-11-



B

Def endants al so nove for judgnent as a matter of |aw on
the ground that plaintiff has not proven a legally sufficient
causal connection between any copyright infringenent and
defendants' profits found by the jury.

When a copyright owner proves that a defendant has
infringed a valid copyright, it is entitled to recover damages.
The Copyright Act provides that "[t]he copyright owner is
entitled to recover the actual damages suffered by himor her as
a result of the infringenent, and any profits of the infringer
that are attributable to the infringenent and are not taken into
account in conputing the actual damages.” 17 U.S.C. 8§ 504. In
this action, G aham seeks only the infringers' profits. This
el enent of damages includes not only an infringer's direct
profits, which are those generated fromthe sale of an infringing
product itself, but also its indirect profits, which have a nore

attenuat ed connection to the infringenment. Mackie v. Rieser, 296

F.3d 909, 914 (9th Cr. 2002). Here, G aham sought the
defendants' indirect profits, that is, the conm ssions the
def endants were paid when their clients purchased insurance
t hrough them after receiving witten proposals or other
expl anati ons containing infringing | anguage.

The Copyright Act creates a burden-shifting schene:
"In establishing the infringer's profits, the copyright owner is
required to present proof only of the infringer's gross revenue,

and the infringer is required to prove his or her deductible
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expenses and the elenments of profit attributable to factors other
than the copyrighted work.” 17 U S.C. 8 504(b). The court
del i neated the copyright owner's burden in its instructions to
the jury:

In cal culating the amount of "profits
attributable to infringenent,” plaintiff is
first required to prove by a preponderance of
t he evidence the defendants' "gross revenue
reasonably related to the infringenment."” The
gross revenue of [defendants] reasonably
related to the infringenent is the dollar
anount of conm ssions they earned that can be
attributed to the use of proposal s containing
infringing material .... For the plaintiff
to recover damages, there nust be a causa
connection between the infringenment and the
conmmi ssi ons ear ned.

Jury Instructions at § 66.

The term "gross revenue” in the indirect profit context
does not nmean all profits accrued by an infringer during the
period of infringenent. Instead, the statute limts the owner's
remedy to that revenue which is reasonably attributable to the

i nfringenent. Bonner v. Dawson, 404 F.3d 290, 293 (4th G

2005), citing 17 U.S.C. 8§ 504. Accord On Davis v. The Gap, lInc.

246 F.3d 152 (2d G r. 2001); Polar Bear Products v. Tinex Corp

384 F.3d 700 (9th Cir. 2004). Al though the profits attributable
to the infringenent may be nore difficult to quantify in an
indirect profits case, the burden on the copyright owner does not
change. The copyright owner has the initial burden of
establishing whether the infringer profited fromthe infringenent

at all. Andreas v. Vol kswagen of Anerica, Inc., 336 F.3d 789,

796-97 (8th Gr. 2003). In other words, the owner nust show a
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causal connection between the infringenent and the profit stream
sought. Bonner 404 F.3d at 294.

The Court of Appeals for the First GCrcuit has
described as "mnimal" the copyright owner's initial burden to

establish this causal connecti on. Data General Corp. v. G unmman

Systens Support Corp. 36 F.3d 1147, 1173 (1st GCr. 1994). The

l[imted burden is rooted in strong policy considerations. "[T]he
burden shifting rule in ... 504(b) is ... an equitable response
to an infringer who has frustrated the task of apportionnent by
co-mngling profits.” [d. at 1176. Oten, as in this case, the
def endant has mixed infringing material with non-infringing

mat eri al and created one co-m ngled work. Equity places the
burden on a defendant to unravel the threads. The statute pl aces
t he burden of apportionnent of profits on the infringer, while
only requiring the copyright owner to limt the gross profits
sought to those profits reasonably attributable to the acts of

infringement. 17 U . S.C. 8 504(b); Polar Bear Products, 384 F.3d

at 715.

The record clearly establishes that G ahamnet its
m ni mal burden of showi ng a causal |ink between the infringing
| anguage and defendants' profits. Gahamis expert, Dr. Richard
CGering, calculated the revenue USI, including Haughey, obtained
when clients bought insurance after receiving witten proposals
wi th | anguage that matched the copyright protected | anguage of
the Wirks. For the period from 1992 to 2005, Haughey earned

$12, 250,000 in comi ssions while all other USI producers earned
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$19, 570,000 in conmi ssions, for a total of $31,800,000. Dr.
CGering excluded fromhis cal cul ati ons defendants' revenue
resulting fromthe purchase of insurance by clients which
recei ved proposals with no infringing | anguage.

The evidence al so denonstrated that the witten
proposal s USI enpl oyees presented to clients were an inportant
part of the USI sales process. USI Vice-President Lisa MKernan
testified that it was the practice and preference of USI to hand
the proposal to the client in a face-to-face neeting so that the
client "understands what they're purchasing.” MKernan Dep.
21:20 - 23:18, June 15, 2005. James O Hara, a producer and
president of USI's Allentown office, stated that he used the
witten proposal to help a client "who is not well schooled in
the insurance industry, to understand as best as possi bl e what
his protection is all about.”™ O Hara Dep. 169:7 - 170: 13,

Mar. 10, 2006. Another USI producer, Donald Roberts, testified
that the proposal "gives us a chance to prove to our [clients]
that we have been able to acconplish what we've set out to
acconplish. That the objectives that we had are neaningful to
the client and we can wal k you through the entire process. To
me, that's what establishes the value that we bring[]." Trial
Tr. vol. 4, 126:4-23, June 22, 2006. Haughey hinself

acknow edged that by reviewing the proposal with the client, "a
client can be convinced to buy and place its coverage through

[him.™ Trial Tr. vol. 3, 28:5-8, June 21, 2006. He also
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recogni zed the val ue of having docunments such as the Works in
obt ai ning i nsurance conmmi ssi ons.

| f nothing el se, the pervasiveness of defendants' use
of the language fromthe Wirks in their witten proposals to
clients undermnes the credibility of their argunment that their
copying of the infringing |anguage was of no benefit to them
For thirteen years, USI, its predecessor, FOG and Haughey
enpl oyed | anguage fromthe Wrks. They incorporated infringing
| anguage in 857 sal es proposals prepared for 315 different
clients. Defendant USI nmade the content of the Wrks which FOG
and USI referred to as the "proposal and survey and anal ysis
expl anati on books" available to all of its account managers. USI
urged all of the sales support staff to "remenber to use the
survey and anal ysis expl anation books."” Pl.'s Ex. 123.

USI enpl oyees continued to enploy the infringing
| anguage even after USI devel oped a non-infringing proposal
format of its own. 1In 1997, when FOG and two ot her conpani es
merged to formUSI, a joint conmmttee created its own Standard
Proposal, which all staff nenbers were then supposed to use.
Haughey admitted that he continued to use | anguage fromthe Wrks
even after this lawsuit was filed. Dr. Gering s analysis
i kewi se confirms defendants' continued use of infringing
| anguage. After the filing of this lawsuit on February 7, 2005,
at least 24 infringing proposals were provided to USI clients.

Finally, FOG authorized the hiring of a tenporary

enpl oyee for the specific task of typing the two "huge binders”
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containing the Wirks into FOG s word processing files, where they
becane tools available on FOG s, and later USI's, conputer
system Trial Tr. vol. 2, 112:10 - 113:8, June 20, 2006. Paper
copies of the Standard Survey and Anal ysis were al so distributed
to all producers. The ready availability of |anguage fromthe
Grahanis Wrks to USI enployees is particularly significant since
the Woirks were virtually the only source of witten insurance
policy explanations within USI

Def endant s suggest that the only way G aham coul d have
met its burden to show a causal connection between the
i nfringement and defendants' profits was by: (1) calling a USI
custoner to testify that it purchased insurance through USI
because of the infringing | anguage of the witten proposal; (2)
obtai ning an adm ssion from defendants that the use of the
i nfringing | anguage was inportant to their business; (3) calling
a marketing expert to testify to a causal relationship between
the use of infringing |language in defendants' witten proposals
and increases in sales of insurance by defendants; or (4)
denonstrating that defendants earned increased conm ssions from
sal es of insurance stemm ng fromthe use of infringing witten
proposal s. Although the court recognizes that such evidence
could surely have hel ped establish a causal connection, the | aw
does not inpose any one of these requirenents.

The case | aw supports the court's view that plaintiff
has net its mniml burden to show a causal connection between

def endants' infringement and the defendants' profits found by the
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jury. The Court of Appeals for the Eighth G rcuit confronted the

i ssue in Andreas v. Vol kswagen of Anmerica, Inc., an indirect

profits case which involved an infringing adverti senent for the
Audi TT coupe. 336 F.3d 789. It concluded that the copyright
owner's initial burden under 8 504(b) was nmet by sinply show ng
Audi's gross revenue fromsale of the TT coupe w thout including
revenue earned fromthe sale of other Audi autonobiles. [d. at
796-97. The infringenent consisted only of ten infringing words
fromplaintiff's poemand was shown in only one of three
comercials Audi ran pronoting the TT coupe. 1d. at 791-92. The
court nonet hel ess concluded that the plaintiff net his burden by
showi ng that "the commercial contributed to the profitable
i ntroduction of the TT coupe.” The court "reject[ed] the notion
that [the copyright owner] was required to put a TT buyer on the
stand to testify that she bought the car because of the
commercial in order to neet his burden of a causal connection.”
Id. at 797.

The Court of Appeals for the Fourth Crcuit foll owed a

simlar analysis in Bonner v. Dawson. 404 F.3d 290. In that

case, an architect sued a builder for infringenment of his
copyright of a building design. 1d. The court held that the
copyright owner nmet his initial burden under 8§ 504(b) nerely by
proving that the builder had nade a profit froml easing out space
inthe infringing building and limting the profits sought to

those generated fromleases in that particular building. 1d. at

-18-



294. The architect did not have to show that the tenants | eased
space because of the specific design of the structure. |d.

Simlarly, in Frank Music Corp. v. Metro-Gol dwn- Mayer,

Inc., decided under the Copyright Act of 1909, defendants used
five songs fromthe nusical "Kisnet" in a nusical conpilation
call ed "Hall el ujah Hol | ywood, " which was staged at the MGM G and
Hotel in Las Vegas. 772 F.2d 505, 510 (9th Cr. 1985). The
Ki smet segnment of the show ran about 1700 tines between 1974 and
1976. 1d. at 510-11. That segnent accounted for 11.5 minutes in
a 100 m nute performance, although only an estinmated six of the
100 m nutes contained copyrighted nmusic taken directly from
Kismet. [d. Plaintiff introduced MaM s annual report, which
stated that "the hotel and gam ng operation of the MGM G and-Las
Vegas continue to be materially enhanced by the popularity of the
hotel's entertainment[, including] 'Hallelujah Hollywod."" 1d.
at 517. The Court of Appeals for the Ninth Grcuit held that the
plaintiff could recover not only direct profits fromthe show
itself but also indirect profits fromthe site's hotel and gam ng
operations because of the "pronotional nature" of "Hallelujah
Hol | ywood. " 1d.

The cases, including those cited by defendants, where
courts have found as a matter of |law that the copyright owner did
not meet the causal connection requirenent are distinguishable
fromthe circunstances presented here. In On Davis, an eyegl ass
desi gner sued The Gap clothing stores for copyright infringenents

when one of The Gap's nodels wore the designer's glasses in an
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advertisement without permi ssion. 246 F.3d 152. The court ruled
that the designer did not neet his burden of establishing a
causal connection when the only evidence he introduced regarding
The Gap's gross revenue was all $1.668 billion dollars that The
Gap' s parent conpany had earned during the duration of the
advertising canpaign. |d. at 159. The court expl ai ned:
"Because the ad infringed only with respect to Gap | abel stores
and eyewear ... it was incunbent on [the plaintiff] to submt
evidence at least limted to the gross revenues of the Gap | abel
stores, and perhaps also |linmted to eyewear or accessories. Had
[the plaintiff] done so, the burden would then have shifted to

t he defendant under the terns of 8 504(b)." [d. at 160.

The On Davis case al so contains an instructive
illustration. Although this exanple is admttedly in a direct
profits context, it clarifies the notion that plaintiff's burden
is limted. The court explained that a hypothetical copyright
owner need only prove the revenue froma defendant's sal es of an
ant hol ogy of poetry as a whole, even if just one poemin the
ant hol ogy was infringing the owner's copyright. It would then be
up to the defendant to denonstrate "the extent to which its
profits fromthe sale of the anthology were attributable to
factors other than the infringing poem including particularly
t he other poens contained in the volune.” 246 F.3d at 160. The
exanpl e makes clear that when there is both infringing and non-

i nfringing | anguage in a docunent, it is defendants

responsibility to identify the amount and inpact of the non-

-20-



infringing | anguage on their profits. The Suprene Court has
noted this as well, stating: "An infringer who comm ngl es

i nfringing and non-infringing elenments 'nust abide by the
consequences, unless he can nmake a separation of the profits as

to assure to the injured party all that justly belongs to him

Har per & Row Publishers, Inc. v. Nation Enterprises, 471 U S

539, 567 (1985), citing Sheldon v. Metro-Goldwn Pictures Corp.

309 U.S. 390, 406 (1940).

Mackie v. Riser, cited by defendants, |ikew se does not

support their position. 296 F.3d 909. There, the Seattle
Synphony Orchestra included a picture of a piece of the
plaintiff's copyrighted artwork in an advertising brochure

soliciting subscriptions to the Orchestra' s upcom ng series of

performances. 1d. The plaintiff sought the Orchestra' s profits
fromthat entire season as well as for future seasons. |1d. at
913. In affirmng the district court's grant of summary judgnment

for the defendants, the Court of Appeals for the Ninth Grcuit
could find no evidence at all of a causal connection:

"Remar kably, [the plaintiff's] own expert stated that he could
not 'understand’ how it would be possible to establish a causal
link between the Synphony's infringing use ... and any
[Orchestral] series revenues ...." 1d. at 917. Dr. GCering,
Grahani s expert, made no such concession

Finally, in Polar Bear Products, the defendant Ti nex

Corp. used the plaintiff's copyrighted film footage featuring

action shots of whitewater kayaking to pronote one of its |ines
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of watches. 384 F.3d 700. The plaintiff sought, anmong ot her

t hings, defendant's profits fromwatch sales at trade shows where
the filmfootage was shown as well as "enhanced brand prestige"
profits resulting fromthe affiliation of the watch line with the
sport of extrene kayaking. 1d. at 712. The court nade it clear
that all the plaintiff had to do was to introduce a "nodi cuni of
evi dence that would link the category of profits sought to the
infringenment. 1d. at 715. The plaintiff was not required to
“put Tinmex custoners on the witness stand to testify that they
pur chased wat ches because of Tinex's use of [the kayaking]
imges."” 1d. The court determned that testinony fromthe
plaintiff's expert witness cal culating the approximate profits

Ti mex gai ned fromtrade-show sal es where the infringing video was
shown was sufficient to establish a causal connection. 1d. at
712. Wth respect to profits arising from"enhanced brand

prestige,” however, the plaintiff failed to establish the

requi site causal connection. The plaintiff sought a significant
percentage of Tinex's entire net profit gain froma four-year
period. The court found that the causal elenment of the statute
had not been satisfied because the plaintiff was unable to
denonstrate that Tinmex's overall increased sal es revenue was
related to the use of the infringing material, which had been
shown at only twelve trade-shows and not at any other Tinex
stores or outlets where many Tinmex sales occurred. 1d. at 715.

The pendi ng action seens to be particularly anal ogous

to those cases where the copyright infringenent occurred in an
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advertising canpaign. In those cases, the advertisenent
typically contains only a small anmount of infringing materi al
mxed in with non-infringing material, and the plaintiff seeks
the infringer's indirect profits gained fromthe sale of the
advertised article. As detailed above, courts in these cases
have al |l owed recovery. They have never inposed on the copyright
owners the onerous obligation to show that it was the specific
infringing | anguage that resulted in the defendant's profits or
that the customer bought the product because of the infringing
segnent of an advertisenent. Likewi se, in Frank, the "Hallelujah
Hol | ywood" show conbi ned a small anmount of infringing materi al
with a large anmount of non-infringing material. The copyright
owner sought profits fromthe site's hotel and gam ng operati ons,
which were only indirectly related to the copyright infringenment
in the hotel's "Hallelujah Holl ywood" production. The court
again all owed recovery.

Here, Gahamlimted its request for danages to the
conmmi ssi ons obtai ned by defendants as a result of the purchase of
i nsurance by their clients which had received proposals
containing infringing | anguage. From our reading of 8§ 504(b) and
the precedents interpreting it, nothing nore was required before
the burden shifted to defendants to denonstrate any "deducti bl e”
expenses or "the elenments of profit attributable to factors other
than the copyrighted works.” 17 U.S.C. 8 504(b). Plaintiff has
nmet the statutory threshold to establish a causal connection

bet ween the infringenent and defendants' profits. Thus, the
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notion of defendants under Rule 50(b) for failure to prove the
necessary causal connection w |l be denied.
L.

In addition to its renewed notion for judgnment as a
matter of |aw, defendants nove in the alternative for a newtria
under Rule 59. That Rule provides that "A new trial nay be
granted ... in any action in which there has been a trial by
jury, for any of the reasons for which new trials have heretofore
been granted in actions at law in the courts of the United
States.” Fed. R Cv. P. 59(a). The standard for granting a new
trial, although | ower than that required for judgnent as matter

of law, is still high. Sheridan v. E. 1. DuPont de Nenours & Co.,

100 F. 3d 1061, 1076 (3d Cir. 1996), citing Roebuck v. Drexel

Univ., 825 F.2d 715, 735-36 (3d Cr. 1988). "A newtrial should
be granted only where the great weight of the evidence cuts
agai nst the verdict and where a m scarriage of justice would

result if the verdict were to stand.” Springer v. Henry, 435

F.3d 268, 274 (3d GCr. 2006) (citations omtted). The Third
Circuit has explained that "this stringent standard is necessary
to ensure that a district court does not substitute its judgnent
of the facts and credibility of the witnesses for that of the
jury." Sheridan, 100 F.3d at 1076 (citations omtted).
A

Def endants first nove for a newtrial, claimng that

t he wei ght of the evidence does not support the jury's finding

that the Wirks are subject to copyright protection or that there
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is a causal link between any copyright infringenent by defendants
and their conm ssion revenues. For the reasons set forth above,
the jury had nore than sufficient evidence fromwhich to find
that the Wrks were subject to copyright protection. Simlarly,
the evidence fully supports the jury's finding that G aham net
its burden of showi ng a causal connection between defendants' use
of proposal s containing infringing |language and the profits
Graham sought to recover. Accordingly, a newtrial on either of
t hese grounds wi Il be deni ed.

B

Def endants al so nove for a newtrial with respect to
damages on the ground that the great weight of the evidence does
not support the jury's finding with respect to Special Jury
Interrogatory No. 2 which asked: "Prior to February 9, 2002,
shoul d plaintiff have discovered, with the exercise of reasonable
diligence, that defendants were infringing its copyrights?" The
jury answered "no."

The copyright statute provides that "[n]o civil action
shal | be mai ntai ned under the provisions of this title unless it
is comenced within three years after the claimaccrued.” 17
US. C 8 507(b). Gahamfiled this action on February 8, 2005.
Consequent |y, under ordinary circunstances, the statute of
[imtations would bar any of Graham s copyright clains that
accrued prior to February 9, 2002. However, G ahaminvokes the
di scovery rule. Under that rule, a copyright claimdoes not

"accrue" under the statute until "the noment [the copyri ght
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owner] has know edge of the violation or is chargeable with such
know edge."” Aug. 15, 2005 Order of Judge Newconer (Docket Entry
31), citing Roley v. New World Pictures, 19 F. 3d 479, 481 (9th

Cir. 1994) (other citations onmtted).? The determ nation of when
knowl edge will be inputed to a party under the terns of the

di scovery rule is presunptively a question for the jury but may
be decided as a matter of |aw when the party invoking the rule
does not present sufficient proof to send the issue to a jury.

See Smith-Haynie v. District of Colunmbia, 155 F. 3d 575, 579 (D.C

Cr. 1998); Bohus v. Beloff, 950 F.2d 919, 925 (3d Cr. 1991).

Proving the applicability of the statute of limtations
usually falls on the defendant as an affirmati ve defense. See
Fed. R Cv. P. 8(c). Wen, however, as here, a plaintiff seeks
the benefit of the discovery rule, the burden shifts to it to
prove that in the exercise of reasonable diligence it should not
have di scovered the infringenent before the statutory bar, in

this case, February 9, 2002. See Hayes v. Norfol k Southern

2. Defendants request that this court reconsider the August 15,
2005 Order of our late coll eague Judge C arence Newconer to whom
this case was initially assigned. After Judge Newconer's death
on August 22, 2005, the action was reassigned to the undersigned.
In the August 15 Order, the court held that the discovery rule
applies to clainms for copyright infringenent. W decline to
reconsi der that ruling. Defendants appear to argue that Auscape
Int'l v. Nat'l Geographic Soc., 409 F. Supp. 2d 253 (S.D.N.Y.
2004), and two later cases fromthe sane district have becone
"controlling | aw' or rendered Judge Newconer's decision "clear
error,"” such that the earlier ruling should be reconsidered.
Defs." Mem of July 27, 2006, n.7 (Docket Entry 144). The court
di sagrees with this contention and will not reconsider Judge
Newconer's wel | -reasoned deci sion, which is supported by
substantial authority.
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Corp., 25 Fed. Appx. 308, 314-15 (6th Gir. 2001); Gould v. U.S.

Dep't of Health and Human Services, 905 F.2d 738, 745-46 (4th

Cr. 1990); dift v. Int'l Union, United Auto., Aerospace &

Agricultural Inplenent Wirkers of Anerica, 818 F.2d 623, 629 (7th

Cir. 1989) (abrogated on other grounds). Here, G aham i ntroduced
evi dence that defendants began their acts of infringenent as far
back as 1992. It is well settled in continuing infringenment
cases such as this that "[e]lach act of infringenent is a distinct
harmgiving rise to an independent claimfor relief.”" Stone v.
Wllianms, 970 F.2d 1043, 1050 (2d Cir. 1992); Roley at 481
Thus, if Gaham cannot prove that it was excused from di scovering
the pre-February 9, 2002 acts of infringenents prior to that
date, the danages available are limted to defendants' profits
arising fromacts of infringement occurring on or after
February 9, 2002.

There is adequate evidence in the record to establish
that Graham did not actually know of the infringenment until 2004
when a G aham enpl oyee saw a copy of one of USI's infringing
proposals. That, of course, is not sufficient to satisfy
Grahanmi's burden with respect to the discovery rule. G aham nust
al so prove that in the exercise of reasonable diligence it should
not have known before February 9, 2002 about any of defendants
acts of infringenent occurring before that date. Stone v.
Wllians, 970 F.2d 1043, 1048 (2d Cr. 1992). Wen a plaintiff
is aware of facts that may furnish it with a cause of action, a

duty of inquiry arises and "[p]laintiff is charged with whatever
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knowl edge an inquiry would have revealed.” 1d. at 1049. Once a
plaintiff has know edge or inputed know edge of a potenti al

claim the statute of limtations begins to run. Cetel v. Kirwan

Fin. Goup, Inc., 460 F.3d 494, 508 (3d Gr. 2006).

Al t hough our Court of Appeals, so far as we can
ascertain, has never addressed the question of inquiry notice in
a copyright action, it has frequently confronted that issue in
securities fraud and RI CO cases. W see no reason why its
anal ysis in those cases should not apply with equal force here.
In a recent RICO action, the court enployed a two-prong test to
determ ne whether a plaintiff will be deened to have notice of

its clains. Matthews v. Kidder, Peabody & Co., Inc., 260 F.3d

239, 252 (3d GCr. 2006), see also Benak ex rel. Alliance Prem er

Gowh Fund v. Alliance Capital Mmt., L.P., 435 F.3d 396, 400-01

(3d Cir. 2006) (securities fraud). First, the defendant mnust
conme forward with evidence of the existence of "stormwarnings,"

or "suspicious circunstances,” that would alert a reasonabl e
person that an investigation should be made. 1d. After the

def endant has done so, the burden is then upon the plaintiff to
establish that it was reasonably diligent in maki ng an adequate

i nvestigation but was still unable to discover its injuries. 1d.
Thus, when a plaintiff has not been reasonably diligent in

i nvestigating "stormwarnings" or "suspicious circunstances,"” it

may not invoke the discovery rule and instead will be deenmed to

have notice of its clains. |d.; Benak, 435 F.3d at 400-01.
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We now turn to the evidence of "storm warnings" or
"suspicious circunmstances.” W start with the fact that the two
bi nders containing the infringed Wrks were quite volum nous with
each contai ni ng hundreds of pages. Copies were issued to only
ei ght G aham enpl oyees and were very tightly controlled by
Mar garet Jones, a vice president and the manager of the techni cal
devel opnment departnment at Gaham She testified at trial

... | prepared [the binders containing the

Wrks], with nmny assistant. Back then, we

didn't have word processing |like we do today.

So, we were the ones that prepared — we woul d

go collect — well, first tine, we prepared

the green binders that we gave to all of our

producers, and we're the ones that printed

out all the pages. W're the ones that put

copyright notice on that white gl ossy sheet.

And we took them around and we gave themto

each of our producers. And then, whenever we

woul d nake changes to the standard proposal,

we woul d go collect all eight copies. Bring

themall the changes and we would distribute

them W control the entire process.

Trial Tr. vol. 1, 156:9 - 156:22, June 19, 2006. G aham

enphasi zed during the trial how inportant the binders were to it.
Grahanis president, WIlliam G aham testified that the Wrks are
"absolutely essential” to his conpany's business and that they
are "probably the nost inportant way that we can establish
creditability [sic] with a perspective [sic] client.” Trial Tr.
vol. 2, 55:5 - 55:20, June 20, 2006. He explained that, because
the insurance industry is "so confusing,” it is the use of the
sinplified | anguage in the Wrks that allows G ahamto "get in
front of hundreds of businesses” (establish its conpetitive edge)

and to "tell a customer, we know what we are doing." [|d. at
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55:25 - 57:12. Gahamcreated the Wrks not sinply to be read by
its producers but with the explicit intention that the producers
woul d copy the relevant parts into the witten proposals
presented to Grahanis clients.

Further, it was undi sputed that G aham expected Haughey
to return the copyrighted binders when he left Grahamls enploy in
1991. At that time, G aham and Haughey negoti ated a contractua
agreenent, dated Septenber 11, 1991, whereby Haughey specifically
reaffirmed his obligation under his 1985 and 1989 enpl oynent
contracts to return all G aham Conpany books, docunents and ot her
property upon his departure. The enpl oynent contract stated
t hat :

Al'l books, cards, records, accounts, files,

not es, nenoranda, |ists and other papers or

the information contained therein or obtained

therefrom connected with or arising fromor

created in the activities and/or affairs of

Enpl oyer, in the charge or possession of

Enpl oyee, is the property of Enployer and ..

[a]t the termi nation of this Agreenent

shall be turned over to and delivered to

Enpl oyer wi t hout hesitancy or del ay.

(enmphasi s added).

1989 Producer Enpl oynent Agreenent. Due to the size,
significance, and limted nunber of copies of the Wrks,
Haughey's failure to return his copy woul d have been obvi ous.

Mor eover, there was Haughey's recent reaffirmation of his
contractual obligation to return the binders. Indeed, according
to Margaret Jones, a Grahamvice president, G aham was aware that
t he binders had never been turned in. M. Jones testified:

Q Did you ever say to anyone involved in
the exit process, we never got back the
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bi nders that we gave to Tom Haughey of
the two standard works?

A | never said that to anybody.
You had been keeping track of the fact
that they never came back and were out
t here sonewhere, did you?
A Correct.
Trial Tr. vol. 1, 201:8 - 201: 14, June 19, 2006. In sum the
evi dence established wi thout contradiction that G aham knew or
shoul d have known that a copy of the binders renmained in
Haughey' s possession after he was term nated.
O course, it is the use or copying of the contents of
t he bi nders, not sinply Haughey's possession of the physical
bi nders thenselves, that is critical in this copyright
i nfringenment action. G ahamcreated the Wrks not as an ornanent
but with the intention that they be copied into the surveys and
anal yses and the proposals submtted to its clients. It is
undi sputed that G- aham knew t hat Haughey was leaving it to work
for FOG a conpeting insurance brokerage firmand not, for
exanple, going into retirenment or another field of endeavor.
Graham was aware that Haughey's position at FOG woul d be a
producer, the sane position he held at G aham and under st ood
t hat anong Haughey's responsibilities would be the preparation of
witten client proposals. Haughey's departure for a conpetitor
is the reason the 1991 Term nati on Agreenent between G aham and
Haughey was negotiated and signed. |In addition, on Novenber 25,
1991, Graham Haughey and FOG entered into a separate agreenent

wher eby FOG purchased from Graham certain accounts for which
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Haughey had been responsible at G aham As sophisticated
i nsurance professionals, those in managenent at G aham knew how
val uabl e the binders would be in the hands of a conpetitor.
G aham had to know that w thout the inmmediate return of the
binders it was quite possible, if not likely, that Haughey and
FOG woul d copy their contents into client proposals, for that was
the only reason for Haughey and FOG to retain the binders.
Graham coul d not have reasonably believed that the unreturned
bi nders woul d sit unopened, collecting dust, on Haughey's desk
once he was working at FOG

G aham contracted to have the binders "turned over and
delivered to [it] without hesitancy or delay"” in order to prevent
Haughey and FOG from usi ng and copying their contents in
connection with their conpeting insurance business. G ahamcould
not have thought that the copyrights on the Works in and of
t hensel ves woul d serve as a sufficient deterrent to infringenment.
O herwise, it would not have negotiated a reaffirmation of
Haughey's obligation to turn over the binders upon his departure.
Haughey' s possession of the binders cannot realistically be
separated fromthe copying of contents of the binders into client
proposals. Cdearly, Gahamwas aware of sufficient facts to put
it on notice that Haughey and FOG m ght be engaging in copyright
i nfringenent | ong before February 9, 2002. G aham had
i nformati on upon Haughey's departure that woul d cause a person,
in the exercise of reasonable diligence, to inquire of Haughey

and FOG about the possession, use and copying of the information
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contained in the binders and even to denmand their inmmedi ate
return before any danage to Graham occurred. Instead, G aham
i gnored the "storm warnings" or "suspicious circunstances” and
made no investigation at all. Benak, 435 F.3d at 400-01.

Graham nmakes two argunents attenpting to excuse its
inaction. First, it contends that Haughey and FOG if asked,
woul d have |ied about the whereabouts and use of the m ssing
binders if it had made inquiry in the 1990's.® |In effect, G aham
i s speculating that fraudul ent conceal nent woul d have occurred at
that time. Second, G aham nakes an el event h-hour assertion that
it would not have discovered the copyright infringenent even if
it had nmade inquiry at the tinme of Haughey's departure because
Haughey di d not begi n copying the | anguage fromthe Wrks until
sone nonths |ater.

Nei t her of Grahaml's argunents has nerit. The Court of
Appeal s has instructed that "Plaintiffs cannot, post hoc, excuse
a failure to inquire by denonstrating the difficulty they would

have had attaining relevant information. Therefore, if storm

3. The apparent basis for Gahamls argunent on this point is an
interrogatory in which Haughey was asked about the source of the
| anguage used in the Burns & MBride proposal, which G aham
obt ai ned in Novenber 2004 and fromwhich it discovered USI's
infringenment of the Works. In his verified answer to the

i nterrogatory, Haughey cited a proposal he had previously
prepared for another client, which also used infringing | anguage
and was the direct tenplate for the Burns & McBride proposal. He
did not nention the Wrks thensel ves, which were the original
source. Graham nmaintains that this om ssion shows that Haughey
woul d have lied to G aham had G aham asked hi m whet her he was
copying the Wirks 13 years earlier. Significantly, G ahams
counsel did not make this argunent in its summation to the jury.
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war ni ngs exi sted, and the [plaintiff] chose not to investigate,
we wll deem[it] on inquiry notice of [its] clains.” Beak, 435
F.3d at 400-01 (citations omtted). The Court of Appeals
expl ai ned on anot her occasion that "excus[ing a party's] |ack of
i nquiry, because, in retrospect, reasonable diligence would not
have uncovered [its] injury ... would, in effect, discourage
investigation.”" Matthews, 260 F.3d at 252 n. 16.

Under the circunstances, it was agai nst the great

wei ght of the evidence for the jury to answer "no" to Speci al
Jury Interrogatory 2, which asked: "Prior to February 9, 2002,
shoul d plaintiff have discovered, with the exercise of reasonable
di ligence, that defendants were infringing its copyrights?”
Accordingly, we will grant a newtrial on this issue. Because
t he amount of damages is inextricably bound up with the question
of the application of the statute of limtations, we also wll
grant a new trial as to damages.

C.

Finally, defendants claimthat a newtrial is
appropri ate because the weight of the evidence does not support
the jury's apportionnent of defendants' comm ssions between those
that are attributable to the infringenent and those that are
attributable to factors other than the infringenent. Defendants
al so request a new trial on the basis that the anmount of the
verdict is excessive. Defendants request in the alternative that

t he damages awarded to Graham should be remtted. Since the

court will grant a newtrial on the issues of the applicability
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of the statute of Iimtations and of damages, the court will not
reach these additional issues.
| V.

Plaintiff has also filed notions with the court for
pre-judgnment and post-judgnment interest. The grant of a new
trial on the issues of the applicability of the statute of
limtations and danages obvi ates the need to address these

notions at this tine. W wll deny them w thout prejudice.
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A
WLLIAM A. GRAHAM COVPANY ) CVIL ACTI ON
V.

THOVAS P. HAUGHEY, et al. NO. 05-612
ORDER

AND NOW this 21st day of Novenber, 2006, for the
reasons set forth in the acconpanying Menorandum it is hereby
ORDERED t hat :

(1) the notion of defendants Thomas P. Haughey and USI
M datlantic, Inc. for judgnent as a matter of |aw is DEN ED;

(2) the notion of defendants for a newtrial on the
i ssues of the statute of limtations and damages i s GRANTED,

(3) the notion of plaintiff WIIliam A G aham Conpany
to anend judgnment to include prejudgnment interest is DEN ED
wi t hout prejudice; and

(4) the notion of plaintiff to alter judgnent to
i ncl ude post-judgnment interest is DEN ED w t hout prejudice.

BY THE COURT:

[s/ Harvey Bartle III

C. J.



